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LETTER OF TRANSMITTAL 





Hovusk OF REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, January 31, 1956. 
Hon. Brent SPENCE, 
Chairman, House Committee on Banking and Currency, 
Washington, D. C. 

Drar Mr. CHarrMan: I have the honor, as chairman of the Sub- 
committee on Housing, to submit herewith the first of a series of 
reports of the subcommittee on Government-assisted housing pro- 
grams. This report treats of the slum-clearance and urban-renewal 
programs. 

I take this opportunity to extend my personal thanks to my 
colleagues, Hon. Hugh J. Addonizio, Hon. William A. Barrett, Hon. 
Barratt O’Hara, Hon. Thomas L. Ashley, Hon. Ralph A. Gamble, 
Hon. Henry O. Talle, Hon. Gordon L. McDonough, and Hon. W illiam 
B. Widnall, for their cooperation and contribution to this report. 

Sine erely yours, 
ALBERT RaIns, 
Chairman, Subcommittee on Housing. 
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FIRST REPORT OF SUBCOMMITTEE ON HOUSING 


I. INTRODUCTION 
1. BACKGROUND 


Recognizing the vital role played by Government-assisted housing 
programs in the home-construction and home-financing industries, 
the House of Representatives in House Resolution 203, agreed to on 
June 1, 1955, authorized the House Banking and Currency Committee 
to conduct full and complete studies and investigations in practically 
all phases of Government-assisted housing programs. Pursuant to 
this resolution, the Committee on Banking and Currency authorized 
the appointment of a Subcommittee on Housing to conduct the 
studies and investigations. The members of this subcommittee are 
Mr. Rains of Alabama, chairman, Mr. Addonizio of New Jersey, Mr. 
Barrett of Pennsy lvania, Mr. O’Hara of Illinois, Mr. Ashley of Ohio, 
Mr. Gamble of New York, Mr. Talle of Iowa, Mr. McDonough of 
California, and Mr. W idnall of New Jersey. 

Since the enabling resolution was all encompassing in scope, the 
first task facing the subcommittee was the selection of subject areas 
for intial study, which would be manageable in number and subject 
areas which seemed to present some of the most pressing problems. 
The subcommittee was also influenced in its selection of initial subjects 
for study by the desire to center attention upon topics which seemed to 
offer the best opportunity for constructive action by the subcommittee 
leading to the improvement of Government-assisted programs con- 
cerned. 

The subcommittee also decided to conduct its inquiries on a grass- 
roots basis rather than to follow the usual procedure of launching an 
investigation with hearings in Washington. At the Washington 
hearings of the Banking and Currency Committee during the first 
session the members had already heard the official policy statements 
of the top administration officials and believed that it would be merely 
a repetitive and largely sterile exercise to call them forward again 
after such a short lapse of time. Also because of the nature of the 
problems to be taken under study, the members were convinced 
that a more constructive approach could be achieved by gaining a 
knowledge of housing problems firsthand in the field from the Govern- 
ment officials and industry representatives who would have intimate, 
on-the-scene knowledge of a practical rather than a theoretical nature, 


2. SUBJECTS OF INITIAL INQUIRY 


The three main subject areas selected for study were (1) the slum 
clearance and urban renewal programs, (2) the problems facing multi- 


family housing construction in urban centers, and (3) mortgage credit 
and related problems. 
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2 SLUM CLEARANCE AND URBAN RENEWAL 


A selection of the slum-clearance and urban-renewal program as a 
potentially fruitful line of inquiry was virtually automatic. Despite 
all of the years of effort by local officials, and despite very considerable 
Federal assistance, the problems of slums and urban blight remain 
unsolved. It is generally conceded that new slums are still being 
made faster than the old can be redeemed. 

The subcommittee had serious doubts as to whether the additional 
tools to combat slums and blighted areas provided for by the Housing 
Act of 1954 were actually proving effective in the fight on slums and 
incipient blight. Criticisms of the workable program requirement, 
which is a prerequisite for Federal aid under urban renewal programs, 
the problem of adequately locating families displaced by urban re- 
newal activities, and the snails pace of the FHA programs designed 
to provide housing in urban renewal areas as well as to stimulate the 
rehabilitation of existing structures in such areas—all pointed up the 
essential need for an intensive study of the main problems and ob- 
stacles which seemd to be impeding an effective and successful cam- 
paign to eradicate slums and prevent growing deterioration and blight. 

The selection of multifamily housing construction in urban centers 
as the second topic for inquiry was clearly justified by the plain fact 
that such construction under Government programs had come virtu- 
ally to a halt since the passage of the Housing Act of 1954. Not only 
was there practically no activity under the ‘FHA multifamily rental 
housing program in urban renewal areas, but the same lack of activity 
was apparent in the field of cooperative housing and also in the field 
of rental housing construction under FHA’s “normal” rental housing 
program under section 207 of the National Housing Act. The vol- 
ume of single family housing construction and the tremendous increase 
in home ownership over the past few years is well known and com- 
mands the admiration of all. But in many urban centers the need 
for rental housing is vital and the subcommittee was determined to 
find out why the volume of rental housing construction under Gov- 
ernment-assisted programs had virtually dried up and to determine 
what steps were necessary for corrective action. 

The third subject selected for investigation—mortgage credit and 
related problems—was especially timely because of the tightening in 
the mortgage money market which had emerged as a paramount hous- 
ing problem by the fall of 1955. A progressive diminution in the 
funds available for FHA and VA financing had become clearly evident 
beginning in the spring of last year. The problem was further com- 
plicated by une policy of restraint adopted by the monetary authori- 
ties, by the selective controls applied to VA-guaranteed and FHA- 
insured loans on July 30, which increased the downpayment require- 
ments and shortened the permissible loan terms, by the act of the 
Home Loan Bank Board in the fall of the year, designed to curtail 
borrowing from the home loan banks by member savings and loan 
associations, by restrictions on ‘‘warehousing”’ of mortgages by com- 
mercial banks stemming from admonitions by the Federal Reserve 
authority in the New York area, and by the absence of effective market 
support by the Government’s secondary market program under the 
Federal National Mortgage Association. Asa result of these and other 
factors, there was serious concern in the latter part of 1955 that a 
lack of financing for the FHA and VA programs might very well cut 
housing construction to a dangerously low point. The subcommittee 
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SLUM CLEARANCE AND URBAN RENEWAL 3 


resolved to ascertain the nature of the problem and to determine what 
constructive recommendations might be made to ameliorate the 
situation. 

8. ITINERARY AND HEARINGS 


The subcommittee decided to conduct its hearings on the 3 
subject areas selected for initial study in 4 metropolitan centers 
New York City, Philadelphia, Los Angeles, and Chicago. It was 
believed that intensive hearings in these 4 cities would produce a 
wealth of expert testimony on the 3 subjects of primary interest, a 
belief that was more than vindicated. The first field trip covered 
6 days of hearings in New York City and Philadelphia (3 days in each 
city), during the period October 5 through October 14. The second 
leg during the period November 13 to November 23 included 3- day 
heari ings in both Los Angeles and Chicago. During the 12 days of 
hearings in these 4 cities, the subcommittee heard testimony from 
approximately 108 witnesses, representing key local government 
housing and redevelopment officials and experts from private industry 
groups covering all phases of the subjects under study. 


4. ACKNOWLEDGMENTS 


Although limitation of space precludes detailed acknowledgments, 
the subcommittee is most appreciative of the cooperation and assist- 
ance furnished to members and the staff by municipal officials, civic 
groups, industry and labor organizations, and field office officials of 
the FHA and HHFA. We are also indebted to the offices of the 
Administrator of the Housing and Home Finance Agency and the 
Federal Housing Administration Commissioner for furnishing helpful 
statistical, technical, and analytical material for the subcommittee’s 
use. 


5. SCOPE AND OBJECTIVES OF THIS REPORT 


This first report will cover the general subject of slum clearance and 
urban renewal, including FHA urban renewal insurance under section 
220 and FHA relocation insurance under section 221. In addition it 
will treat of two special housing problems—housing for minority 
groups and housing for elderly citizens—although the subcommittee 
wishes to emphasize that it has by no means concluded its studies on 
these very important subjects. And finally it will discuss two mis- 
cellaneous subjects; namely, the budgetary problems facing the 
housing agencies and the ‘subject of uniform minimum property 
requirements for new construction financed with FHA-insured or 
V A-guaranteed loans. 

A second report to be issued in the near future will cover mortgage 
credit and related problems, and also the FHA multifamily housing 
programs under section 213 (cooperative housing) and section 207 
(rental housing). 

A third report, following soon thereafter, will be concerned with the 
title VIII military housing program. 

All three of our initial reports contain legislative recommendations 
for consideration by the Banking and Currency Committee. Those 
recommendations include some which are definite and precise, as well 
as others which are more in the form of a general conclusion that some 
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4 SLUM CLEARANCE AND URBAN RENEWAL 


legislative treatment, the specifics of which will require further study, 
apparently seems needed. 

Because the subcommittee has probed deep into the detailed work- 
ings of several important Government housing programs, the reports 
also contain a number of criticisms and suggestions of an administra- 
tive nature. Many of the problems and obstacles encountered were 
largely or entirely due to failures of omission or commission in admin- 
istrative policies rather than of a legislative nature. We deeply 
hope that the responsible officials of the executive branch will take 
cognizance of our criticisms and suggestions in such instances in order 
to improve the operations of their programs, many of which could 
stand a fresh and more vigorous approach. 


6. ADDITIONAL STUDIES PROJECTED 


As indicated pre viously, the enabling resolution which authorizes 
the subcommittee’s studies covers a great deal of subjects not directly 
touched upon in our initial field hearings. In addition, the four city 
hearings now concluded, as well as continuing staff studies, have 
indicated that other Government-assisted housing programs are not 
functioning as effectively as they might. Consequently, plans have 
been made to conduct additional field hearings in 1956 to cover such 
subjects. The subcommittee also plans a series of Washington hear- 
ings early next session, at which top Government officials and top 
industry representatives will be heard. 








II. SLUM CLEARANCE AND URBAN RENEWAL 


Based on the material developed by staff studies, the subcommittee 
decided to devote considerable time to the Government’s slum-clear- 
ance and urban-renewal program. When the Housing Act of 1954 
was enacted, it was supposed to provide a full kit of tools whereby 
municipalities could undertake a concentrated and effective program 
to eliminate slums and arrest the deterioration of housing in declining 
neighborhoods. The basic slum-clearance program provided by 
title I of the Housing Act of 1949 was continued in the 1954 act but in 
addition that act provided additional programs and requirements 
which were supposed to broaden the concept of the program and to 
give additional impetus to slum-clearance and urban-renewal opera- 
tions. For example, the 1954 act introduced the requirement that 
municipalities obtain approval from the Housing and Home Finance 
Administrator of an overall workable program as a condition to 
obtaining Federal assistance. The 1954 act also provided two addi- 
tional sections under the National Housing Act which were designed 
to provide Federal Housing Administration assistance for the pro- 
duction and rehabilitation of housing in urban-renewal areas and to 
provide housing for families displaced by urban-renewal activities, 

The most striking fact which confronted the subcommittee when it. 
was planning its agenda was the almost total lack of activity under 
the new FHA urban-renewal housing programs. Ascertaining the 
reasons for this apparent impasse was clearly a primary objective. 
In addition, preliminary staff studies had raised questions and prob- 
lems concerning the relocation of families forced to move by urban 
renewal operations. <A third area which seemed to require exploration 
was the workable program requirement, a subject on which the sub- 
committee had heard some criticism. 


1. THE WORKABLE PROGRAM REQUIREMENT 


Under the Housing Act of 1954 a community must receive Federal 
approval of a workable program before it can qualify for such urban 
renewal aids as Federal loans and grants for slum clearance, and special 
FHA mortgage insurance programs for urban-renewal housing and 
family-relocation housing. Briefly, an acceptable workable program 
must include the following seven basic points: 


(a) Adequate health and housing codes. 

(b) A general “master”? community development plan. 

(c) Detailed neighborhood analyses. 

(d) Effective administrative organization to carry out urban- 
renewal programs, including code enforcement. 

(e) Financial capacity to carry out the program. 

(f) Adequate provision for rehousing displaced families in 
decent, safe, and sanitary accommodations. 


(g) A showing of full-fledged community-wide citizen partici- 
pation and support. 
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6 SLUM CLEARANCE AND URBAN RENEWAL 


There appears to be considerable support at the local community 
level for the workable program requirement as a means of providing 
incentive to communities to adopt a rational plan for an overall attack 
on slums and blight. 

It would appear that the workable program is not an undue hard- 
ship upon larger cities, although there was complaint in one city that 
the requirement was in practice largely a time-consuming pro forma 
exercise. The point was made that the city had been planning i in- 
tensively for years, already had all of the necessary financing, organ- 
izational, and code-enforcement machinery and that the workable 
program requirement merely introduced another layer of redtape 
which involved a meaningless shipment of documents to Washington 
and a considerable amount of unnecessary delay. 

A number of witnesses testified that the workable program require- 
ment could impose an onerous burden on smaller towns and com- 
munities, whose resources do not permit the luxury of a large staff of 
housing and planning experts which many larger cities enjoy. The 
subcommittee plans during the next session to study the workable 
program requirement from the standpoint of the smaller communities. 
It will be our aim to see what can be done to simplify the problem for 
the smaller communities and to see what can be done to minimize 
Federal interference and dictation of community planning and stand- 
ards. Meanwhile, the subcommittee strongly urges the administra- 
tive officials concerned to review the workable program requirement, 
particularly from the standpoint of the smaller communities, to 
determine what steps can be taken to minimize the workload burden 
as well as the degree of Federal interference and paternalism. 


2. THE FAMILY RELOCATION PROBLEM 


Federal law requires that families displaced by urban-renewal activi- 
ties be furnished with decent, safe, sanitary housing which they can 
afford. This is a basic humane requirement which has the support 
of everyone interested in the slum-clearance and urban-renewal 
program. 

he cardinal importance of coping with the family-relocation prob- 
lem was hammered home to the subcommittee in its hearings. The 
inevitable byproduct of any large-scale, successful urban-renewal 
program is the uprooting of large numbers of families who must be 
provided with adequate alternative housing. The impact of slum 
clearance demolition work is, of course, the most obvious cause for 
family dislocation—buildings are simply torn down and the relocation 
problem is immediately apparent to all. But, it was emphasized before 
the subcommittee that other phases of urban renewal also will in- 
evitably displace large numbers of families. Code enforcement, if 
rigorously pursued, will displace thousands of families by enforcing 
minimum density requirements. Rehabilitation of existing structures 
often may require rent increases forcing the present tenants to move. 
Also the displacement problem is accentuated by other activities as 
well. For example, municipal improvement programs such as the 
building of beer , parks, and highways will take many housing units 
from the market and thereb add to the relocation problem. Also 
in some cities the substantial activity in the construction of luxury 
apartments is also displacing families who occupied the low-rent hous- 
ing which stood there previously. 
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The testimony heard by the subcommittee made it crystal clear 
that a bolder and more imaginative approach to the family-relocation 
problem is essential if the urban renewal and slum clearance programs 
are ever to roll in high gear. 

Another inescapable conclusion is that a large-scale public-housing 
program is indispensable in any effective attack on slums and blight 
since a substantial number of the families displaced are in the lowest 
economic group which simply cannot afford decent private housing 
at the rents and sales prices at which such housing is currently avail- 
able. The estimates varied from city to city but the general consensus 
seemed to be that from 40 to 50 percent of the families displaced by 
urban renewal activity are in the low-income bracket whose need 
for decent, safe, and sanitary housing at a rent that they can afford 
can now only be supplied by subsidized low-rent public housing. 
Conceivably there might be some alternative but none was presented 
to the subcommittee, nor have the opponents of public housing yet 
advanced a feasible alternative. 

This is not to imply, of course, that the overall national need for 
public housing is limited only to the requirements of families displaced 
from slum-clearance and urban-renewal areas. The subcommittee 
heard no overall statistics which would reflect the national demand for 
public housing but it is significant to note that in one city alone there 
is a waiting list consisting of 45,000 applications from families pre- 
sumably eligible for public housing but not living in urban-renewal 
areas. The discussion on public housing in this report is confined 
only to its clearly vital role in the family relocation job which must be 
accomplished if we are to make an effective attack on slums and 
blights. 

Currently the problem of housing displaced families in the lowest 
income groups is obscured by the fact that the urban renewal program 
is still proceeding very slowly. Should it ever really gain momentum, 
the relocation problem will, of course, become much more acute. 
The subcommittee has available no quantitative estimates of the 
number of displaced families, but it is significant to point out that in 
New York City alone it was estimated that some 67,000 families face 
displacement during the period 1955-57. This contrasts with an 
approximate family displacement of 7,700 annually in the 7-year 
period 1946 to 1953. 

An expanded public housing program can provide the answer to 
housing the estimated 40 to 50 percent of dispossessed families in the 
very low income groups. But the solution to the housing problem of 
the remaining families is somewhat more complicated. Little seems 
to be known about the income status of such families, except that 
they are above the maximum allowable for public housing. Until 
evidence to the contrary is introduced, however, the assumption 
seems likely that the great majority of these remaining families fall 
within income groups which are perhaps a notch or two above the 
eligibility ceilings for public housing. There seems to be a general 
agreement that a very small proportion of such families could afford 
the high rents which must necessarily be charged for the rental housing 
projects contemplated under section 220 program for urban renewal 
areas. (The problems of sec. 220 are treated at length later.) 

Some of these families can undoubtedly be placed in other private 
housing in the community, either rental or sales housing. In this 
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connection, the subcommittee is concerned that adequate safeguards 
are being taken to see that such families are transferred, as painlessly 
as possible, to alternative decent housing which they can afford. 
There were indications that in some cases uprooted families have 
been lost in the shuffle with no systematic followup to insure a success- 
ful solution to their housing problem. There was also criticism of 
the differing standards used in measuring the adequacy of the reloca- 
tion housing with some cities insisting upon decent standards but 
others apparently willing to settle for housing no worse than that 
previously occupied. There was disturbing testimony to indicate 
that some families have been forced to move to dwellings inferior in 
quality to those vacated. The subcommittee urges that the Federal 
authorities charged with overseeing relocation responsibilities exer- 
cise increased vigilance to make sure that the municipalities are in 
fact doing an effective and humane job in this area. Every effort 
should be made to insure a workable relocation plan with adequate 
personnel to supervise the working out of the program. If displaced 
families are merely shunted to another slum area, or an area which is 
on the verge of becoming a slum, the problem is only aggravated 
further. 

The record abundantly showed also that the relocation problem is 
greatly complicated by the minority housing problem. There was 
considerable evidence to indicate that the hardships attendant upon 
urban renewal may be falling disproportionately hard on minority 
families without commensurate benefit to them. In one city it was 
estimated that 40 percent of the families displaced were minority 
families. Those eligible for public housing in most cases appear to 
be taken care of adequately. But housing the others is clearly a very 
difficult problem. ‘he subcommittee heard disquieting testimony 
which indicated that many minority families may be forced to relocate 
in private housing worse than that from which they are forced to move. 

Recognizing this complicating aspect and in fact recognizing the 
gravity and challenge of the general minority housing problem, the 
subcommittee has reserved to a later section of this report a section 
devoted to summarizing the testimony heard on minority housing 
problems and to suggested solutions. | 

To help cope with the relocation problem, a new tool was provided 
in the Housing Act of 1954 under a new section 221 set up under the 
FHA insurance program. Section 221 was designed to provide (HA 
insurance on liberal terms for low-cost sales and rental h using in 
locations outside of urban renewal areas for displaced families. 
Unfortunately, what originally was conceived as a valuable mean 
of helping to solve the relocation problem has proved, in fact, toe 
a complete disappointment. In a later portion of t!is report we wil 
present an analysis in detail of section 221 as well as our recommenda- 
tions for legislation which will make this section workable. 

The subcommittee also heard testimony on another asrect of the 
relocation problem, namely the impact upon small-business tenants 
whose enterprises are uprooted by urban renewal projects. Unlike 
residential tenants, these businessmen receive no financial aid under 
the title I program in the matter of moving expenses. The subcom- 
mittee was also told that the small-business tenant upon moving to 
another location has great difficulty in obtaining credit on reasonable 
terms in establishing a new business. The subcommittee is keenly 
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aware of the problems of the small-business man arising from urban 
renewal activities, and we plan to explore possible remedies to ease 
the financial burden on such persons. 


8. FHA’S URBAN RENEWAL INSURANCE UNDER SECTION 220 


When the Housing Act of 1954 introduced the broadened urban 
renewal concept into the slum-clearance and urban-redevelopment 
program of title I of the Housing Act of 1949, the FHA mortgage- 
insurance program was expanded to include two new sections, section 
220 and 221 

Section 220 was included to assist private enterprise to build and 
finance new structures and to rehabilitate existing structures in urban 
renewal areas. It was hoped that section 220 would provide much- 
needed rental housing in municipalities, would help rebuild the 
sagging tax base of many American cities, and in general help bolster 
and rebuild a city’s central area. Section 220 permits FHA insurance 
for the new construction of multifamily rental housing of loans up 
to 90 percent of replacement cost. It also permits FHA-insured 
loans up to 90 percent of value to rehabilitate and improve existing 
homes in urban renewal areas. FHA insurance is also provided for 
the construction of single family sales housing by providing insured 
loans up to 95 percent for a 30-year term. The maturity permissible 
on multifamily projects is at the discretion of the FHA Commissioner. 

While section 220 housing must be located in an url an-renewal area, 
tenants need not be residents of the area. Some of the persons 
displaced by urban-renewal activities will be able to afford section 220 
housing (although as described elsewhere the percentage v iil probably 
be exceedingly low), but those who cannot must presumably be 
satisfactorily relocated elsewhere under program requirements, either 
in public housing or in lower priced or lower rent privately owned 
housing. 

Neither the section 220 program nor the section 221 relocation 
program (discussed in the next section) operates automatically. 
There are several prior conditions. For example, except for projects 
in redevelopment areas started under HHFA contract prior to the 
effective date of the Housing Act of 1954, the HHFA must have 
approved a “workable program” for the area and also HHFA must 
certify to FHA that the proposed housing will relate to the general 
plan for the community as a whole approved under the “general 
workable program”’ for the area. 

Since section 220 was hopefully provided as a key program in the 
attack on slums and blight, the subcommittee wishes it could report 
more favorably upon the performance of this program. But the 
facts show that activities under section 220 have proceeded with 
exasperating slowness. The facts also have convinced the sub- 
committee that while some of the officials charged with administering 
the program have made sincere efforts to make it workable, by and 
large the agencies concerned are in no small measure responsible f or 
the disappointing and frustrating delays which have characte ived 
the program. The sube ‘committee believes that the basic problem 
has stemmed primarily from the negative attituce and philosophy 
displayed by many of the Government officials concerned. In the 
analysis which follows, the subcommittee will attempt to pinpoint 
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the problems which it discovered and will also give recommendations, 
where appropriate, which we hope will enable the administering 
Federal officials to adopt a more constructive and reasonable approach 
to the section 220 program. 

Record to date——In the space of nearly a year and a half which has 
elapsed since the passage of the Housing Act of 1954, the FHA has 
received only 9 applications, involving 2,690 proposed dwelling units 
under the urban-renewal section 220 program. In the entire Nation 
only 1 commitment has been issued by FHA, involving 762 proposed 
units in an urban-renewal project in New York City. 

Moreover, the subcommittee feels constrained to remark upon the 
fact that this single FHA commitment issued under section 220 was 
announced on September 29, 1955, less than a week before the first 
field hearing of this subeommittee began in that city. In the light 
of the protracted ne gotiations between the city offic tials and the hous- 
ing agency officials, the suspicion seems justified that even this single 
commitment would not have been issued without further burdensome 
delay and red tape had not the local authorities engaged in a constant 
and protracted badgering of the Government agencies concerned, and 
had not the Government agencies been confronted with the threat of 
a congressional investigation designed to find out what was delaying 
projects of this kind which are considered vital to the attack on slums 
and blight. 

The subcommittee wishes to be fair and does take cognizance of 
certain extenuating circumstances. It realizes the time-consuming 
activities which are a ae erequisite to the actual filing of a 220 appli- 
cation with F HH A, e. g., the required certification for a ‘‘general work- 
able program” and the required certification for the specific urban- 
renewal project, not to mention the time required for the builder’s 
plans to get from the drawing board stage to the firm application 
stage. It should be pointed out, however, that section 220 waived 
the requirement for approval of workable. programs in the case of 
projects in redevelopment areas started under HHFA contract prior to 
the effective date of the Housing Act of 1954, which projects repre- 
sented the main reservoir for initial activity under section 220. 

At the same time the subcommittee is also convinced that had the 
Government agencies concerned taken a more positive and construc- 
tive approach that the commitment in question would have been 
issued much earlier, and moreover that prospective sponsors in other 
areas would have been able to advance their section 220 processing at 
a much greater rate of speed. 

The housing amendments of 1955, among other things, authorized 
FHA to calculate the maximum permissible mortgage under section 
220 on a “replacement cost’’ basis instead of the ‘“‘value’”’ basis which 
had originally been prescribed in the Housing Act of 1954. This 
liberalizing change, which permits sponsors to obtain a larger mort- 
gage, was made because the Congress believed that such a change, 
which the Administration notably failed to advocate, would enable 
the section 220 program to roll in high gear. It is true that the 
substitution of ‘‘replacement cost’ for ‘‘value’”’ did remove a major 
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stumbling block.! But the subcommittee found through staff studies, 
later confirmed by our hearings, that the program was still being 
hampered by a number of very formidable administrative obstacles 
affecting an administrative policy which might well be termed obstruc- 
tionist. The nature of these obstacles—and the painful way in which 
they are slowly being overcome—will be discussed below. ‘Instead of 
adopting a bold and constructive approach, the officials charged with 
administering the section 220 program have generally followed a 
negative, business-as-usual approach which just will not work in such 
a huge, difficult, and challenging problem as slum elimination and 
the arresting of urban blight. The subcommittee believes that in 
large measure this attitude and philosophy is an inevitable aftermath 
to the ‘“‘windfall’’ investigations which besieged the FHA in 1954. 
The subcommittee by no means condones the ‘‘windfall’’ profits which 
many builders were able to garner under the section 608 rental 
housing program, but it must report that the repercussions of that 
investigation permeated throughout the entire FHA structure and 
until very recently left the FHA in what can best be described as a 
state of shock. As a result of the nature and character of those 
investigations, the FHA officials became overly cautious and timid 
to an extreme. 

While this change in attitude is understandable it is not excusable. 
Regardless of the past history or what happened under a specific pro- 
gram, the officials of the Federal Housing Administration and the 
Housing and Home Finance Agency must perform their duties in a 
courageous and constructive manner. It is encouraging to note that 
as the passage of time has softened the shock of the 608 investigation, 
FHA officials appear to be exhibiting a more reasonable and con- 
structive approach. Gradually light is beginning to show through 
the maze of roadblocks and redtape which the subcommittee re- 
peatedly encountered. But we believe there is still considerable 
room for improvement. For example, correspondence between 
New York City officials and the Housing and Home Finance Agency 
subsequent to the issuance of the first section 220 commitment in- 
dicates that more frustrating delays are in prospect before the way can 
be cleared for 220 commitments to the other projects in the city which 
must receive such commitments in order to proceed. It is our hope 
that this report, by highlighting the administrative problems and by 
suggesting and recommending more workable policies, can help re- 
store a more positive and courageous philosophy. The Nation’s 
slums and blighted areas present a tremendous challenge and theit 
elimination and eradication will never be accomplished by admin- 
istering officials who persist in frustrating the program by erecting 
roadblocks and decal levels of redtape. 

1 In this connection the subcommittee found that FHA officials have been continuing to apply some of the 
standards which were previously part of the valuation procedure. This is done under the obligation imposed 
on the FHA Commissioner to prescribe standards which “establish the acceptability of the property for 
mortgage insurance.’’ The subcommittee does not regard this as a major problem because it was assured by 
FHA officials that it would only be an extremely rare case where a prospective sponsor could not obtain a 
full 90 percent commitment based upon replacement cost. The subcommittee also recognizes that instances 
could arise where common sense would dictate to FHA officials that a proposed project was clearly not of a 
type acceptable for mortgage insurance and that as a consequence the FHA could properly reject the applica- 
tion. But it believes FHA would be on very shaky ground if it should attempt to negate the law by con- 


tinuing to apply traditional v: aluation procedures to sec. 220 or any other section for which the Congress has 
sanctioned “replacement cost”’ as a substitute for ‘‘value.”’ 
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The problem of equity investment in rental housing.—The nub of the 
problem facing most cities and the FHA seems to be the difficulty of 
attracting risk capital into multifamily rental housing investment. 

Historically, the periods when rental housing seems to have been 
constructed in volume are those when financing terms available were 
so liberal that builders could put up rental housing with only a nominal 
long-term investment of their own. Investors in general shy away 
from rental housing because of the lack of assurance that a satisfactory 
return can be earned over the long pull. 

There seems to be general agreement that the builders who must 
be counted upon to create multifamily housing programs in any volume 
will apparently do so only if any long-term investment required by 
them is exceedingly small or nominal. 

Under the 608 program, rental housing was built in profusion and 
that story has, of course, been told in full. Under that nrogram most 
builders were able to put up rental housing with little ov no cash re- 
quirement and in many instances received windfall returns because 
they were able to “mortgage out,” i. e., because the insured mortgage 
actually exceeded construction costs. Everyone is against any re- 
currence of a situation in which windfalls can be siphoned by the 
builder from the corporation into his own private purse. 

It is one thing, of course, to condemn windfalls such as those which 
occurred under the 608 program. There is no disagreement on the 
evils of windfalls of the 608 variety. But it is another thing entirely 
when one considers realistically the problem of attracting private 
sponsors into the building of multifamily rental housing, whether in 
urban-renewal areas or not. 

Studies of this problem and the opinions of experts corroborate this 
conclusion. The following quotations from a recent book summarizing 
experience in urban real-estate investment in New York City would 
find general agreement among experts in rental housing investment 
and construction.” 

In addition, the financial experience of real estate held for a long-term invest- 
ment is of great significance to the future development of urban real estate. For 
many years, critics of the real estate development associated with the rapid growth 
of American cities have decried the prevalence of speculative, short-term motiva- 
tions in the creation and management of one of the most durable assets. Many 
of the maladjustments in the physical structure of cities have been attributed to 
this factor. Observers for some time have stressed the great need for attracting 
equity investors with an eye toward long-term income rather than speculative 
resale prospects, low operating costs rather than cutting corners in original con- 
struction, low tenant turnover rather than large rent rolls upon completion, and 
so forth. The crucial question is, Has the performance of real-estate investments 
acquired with long-term investment motivations and held over long periods been 
such as to encourage investors to take the long view? * * * 

Net returns on long-term investments in the properties included in this study 
have been lower than one would expect considering the risks involved in real- 
estate investment: the instability of gross and particularly of net earnings; the 
factors normally subsumed under depreciation and obsolescence including what 
may be called locational obsolescence: the exposure to specific taxes on real 
estate; and the hazards of other public policies exemplified in this study by the 
often capricious effects of rent control. 

There is a real question as to wt yield differentials during the past 20 to 
25 years have been large enough to attract an adequate volume of responsible, 
long-term equity capital into the development and operation of income-producing 
real estate. The importance of this question in respect to the future flow of 


2 Experience in Urban Real-Estate Investment, by Leo Grebler, Research Professor in Urban Land Use 
and Housing, Columbia University Press, New York City. The quotations are from pp. 25-27. 
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private capital funds into this sector of the economy, and to the sound growth and 
management of the Nation’s urban resources, can hardly be exaggerated. The 
construction boom during the postwar period has been fed by an impressive amount 
of mortgage lending. In spite of the entry of some financial and other institu- 
tions into equity ownership, however, most of the new income-producing real 
estate in American cities seems to have been constructed, as it was in previous 
booms, by groups having thin equities and short-term investment motivations. 
It is perhaps significant that the ratio of new rental housing construction to total 
house-building activity has been much lower during the postwar years than during 
earlier comparable periods, and that about 80 percent of the new rental housing 
that was produced was financed with FHA-insured loans involving only nominal, 
if any, investment of cash funds by the sponsors. * * * 

With hindsight, then, the record here established for the first time may help to 
explain why there has been no larger volume of responsible, long-term equity 
investment in urban real estate. With foresight the record may serve to focus 
attention on the need for increasing the attractiveness of such investment in the 
interest of sounder urban development. 


The problem of a proper profit allowance.—Under the new law FHA 
can issue a commitment to insure a loan on a 220 project for 90 percent 
of the estimated replacement cost. Estimated replacement cost in- 
cludes not only the actual out-of-pocket construction costs, but also 
the value of the land and an allowance for the builder’s profit. In 
most cases the allowance for land will be the actual cost to the sponsor 
who purchased the cleared land from the city, since it is our under- 
standing that FHA has ruled in such cases it will allow no more for 
the land than the builder actually pays the city for the cleared land. 

The remaining 10 percent of the project cost is presumably to be 
covered by equity investment on the part of the sponsor, with the 
proviso that the builder’s profit allowance can be allowed as at least a 
partial offset. 

It is obvious therefore that the amount allowed for builder’s profit 
can be crucial. If the profit allowance is set at a very low figure, the 
actual cash investment by the builder is greatly increased. 

There is considerable evidence that the FHA has taken an overly 
conservative position in this matter. It has adopted for its policy a 
sliding scale approach in which the profit allowance decreases as the 
project size increases. ‘This sliding scale ranges from 5 to 9 percent 
depending upon project size. 

Apparently one of the obstacles which was holding up the initial 
220 commitment, finally issued in late September of 1955, was FHA’s 
insistence that the profit margin allowance be held to 5 percent. 
Presumably the FHA became increasingly aware that a 5 percent 
allowance was too low, since in the late stages of the negotiations it 
finally decreed that a 7 percent profit allowance would be permitted. 

It is difficult for the subcommittee to recommend a specific profit 
margin figure which would be attractive enough to stimulate sponsor 
incentive and yet not be unduly liberal. But the weight of the 
testimony heard by the subcommittee indicates that FHA’s policy 
toward profit allow ance is overly conservative. It seems to be gen- 
erally considered in the building trade that a 10 percent profit allow- 
ance would be proper. Indeed, some multifamily builders stated 
that 10 percent would be the rockbottom minimum they would 
consider. It is also significant to note that in its report on the Housing 
Act of 1954, the Senate Banking and Currency Committee suggested 
a 10 percent ‘profit ailowance as an upper limit. 

It must be borne in mind in considering the profit question for 
section 220 projects that where the builder is also the sponsor, he is a 
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true entrepreneur and not a general contractor bidding on prepared 
plans and specifications. ‘The builder-sponsor must assume the 
responsibilities and risks of planning the project. Furthermore 
he undertakes the project in the anticipation of an equity interest 
in the completed project rather than in anticipation of earning a cash 
fee. It certainly should not be overlooked either that the builder- 
sponsor equity investment is precarious and that it may be wiped out 
should the expected rental income fail to materialize. It has been 
estimated that a fall-off in expected rental income of as little as 15 
percent could result in the foreclosure of the mortgage and the loss 
of the builder’s equity. 

Criticism has also been leveled against FHA’s policy of computing 
the profit allowance solely against construction costs, exc luding the 
cost of land, architect fees, and project overhead. If a 5 percent 
profit margin is allowed only on construction costs, this means in prac- 
tical effect that the allowable builder’s profit would only be about 3 
percent of the total costs of the job. It has, therefore, been suggested 
that FHA apply its profit percentage to the total project costs rather 
than the construction cost alone. This method would raise the allow- 
ance for builder’s profit and correspondingly reduce the cash equity 
investment required of the builder. 

The following presentation of a hypothetical 220 corporation illus- 
trates graphically the crucial nature of both the magnitude of the 
profit allowance margin and the manner in which it is calculated: 


With builder’s | With builder’s 
profit at 5 per- profit at 10 
cent construc- | percent of all 

















tion costs | other costs 
(1) (2) 
1. Construction cost (exclusive of builder’s profit) -__-._--- ethic ghia $7, 500, 000 | $7, 500, 000 
2. Architect’s fees, landscaping and off-site utilities, interest and taxes 
during construction, project overhead, etc__........-_- ena Suid 1, 125, 000 1, 125, 000 
FONE nist ation haber oe tds Vhatawesha hint cntnie ist ot 1, 000, 000 | 1, 000, 000 
A, Se ONE. occ nencse~ eesti das ec vis oc ta cesta ex caer oe Sei : 1 375, 000 2 962, 500 
5. Total development cost___.-.-- See HIRT ae —— 10, 000, 000 10, 587, 500 
6. 90 percent sec. 220 mortgage peuneh Chhiaieth cee : mimes’ 9, 000, 000 9, 528, 700 
oe cm aca reel Seieigcigeioneeia s 7 1, 000, 000 _\ 058, 8 800 
Cash requirements: 
Working capital-_--_--_---- Siphdae Wig BRA ds gclh ial cleat dignck Rodis Dakial 180, 000 190, 600 
ie ET ee ae 2 3 RS ae. : Ba Pcine’ 1, 000, 000 | 1, 058, 800 
Total requirements. it ee ‘ eae 1 180, 000 ‘| 1, 249, 400 
Less capitalization of builder’s “profit. ai adic ; ae 375, 000 | 962, 500 
| caeencindicbulpesadhptiiidideasiteniaiathiids 
= : | ; 
en 2 oe osstbeaers cane 805, 000 286, 900 





15 percent of item 1. 
210 percent of items 1, 2, and 3. 


Tt will be noted that in column (1) where a 5-percent profit on 
construction costs is assumed, the needed cash required of builder 
after allowance for capitalization of his profit is $805,000 or about 
8 percent of total project cost. In contrast column (2) assumes a 
10-percent profit allowance based not just on construction costs but 
on total project costs. Under such an arrangement, the needed cash 
investment required of the builder would be only $286,900 or about 
2.7 percent of total project costs. 

To repeat, the subcommittee recognizes that the Congress cannot 
properly legislate a fixed profit factor. It recognizes also that the 
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proper profit allowance is necessarily a controversial subject as 
between the sponsor who understandably is interested in the highest 
allowance possible, and the FHA with its administrative responsibili- 
ties. But the subcommittee is impressed by the weight of the 
testimony attacking FHA’s past and present policy on profit allow- 
ance, and is also impressed by the fact that a liberalization in FHA’s 
policy was apparently necessary to clear the road for the issuance of 
the first section 220 commitment. Consequently it strongly urges 
the FHA to reexamine its policy in this field to make certain that its 
policies are realistic and reasonable, and that they do not unreasonably 
frustrate or obstruct sponsors from going ahead with desirable and 
much-needed section 220 projects. 

Land cost.—In our early explorations into the section 220 program 
we were informed by FHA officials that under FHA rules a sponsoring 
corporation had to own the land free and clear of any encumbrance, 
and that moreover the FHA rules did not permit any recouping of 
land costs from the mortgage proceeds. In other words, this would 
require as an irreducible minimum that the builder-sponsor invest in 
the project the full costs of the land, a sizable investment which could 
very well act as a deterrent to prospective sponsors. We were in- 
formed months later, however, that under FHA rules for section 220 
all or part of the land costs may be included in the mortgage. We 
cite this example of conflicting advice as symptomatic of a general 
lack of coordinated knowledge of FHA programs which the sub- 
committee and staff found on a number of occasions. The strong 
impression was gained that the FHA suffers from an excessive degree 
of bureaucratic ‘‘compartmentation.”” Too many of the A 
officials seem to know only several facets of any given program. No 
one official seemed to have a complete grasp of all of the problems 
involved in section 220. Because of this, the subcommittee recom- 
mends that the FHA reexamine its organizational setup with a view 
toward giving its officials a broader understanding of the overall 
problems involved. The need for specialization in complex problems 
of this kind is recognized but at the same time there is an equally 
pressing need to keep the barriers of specialization from ‘‘Balkanizing”’ 
an agency to the point where no one official has an understanding of 
all phases of a given program. 

The problem of “over and above money.’’—Because of the inability or 
reluctance of sponsors to make long-term investments in rental- 
housing projects, the FHA has faced another problem, namely, the 
problem of determining the nature of the cash investment required 
to satisfy the difference between total project costs and the mortgage 
amount. As discussed above, a considerable share of the minimum 
equity investment can be:represented by the allowance given for 
builder’s profit. This allowance does not cover the full minimum 
equity required. In the preceding table the last item of each column 
shows the net cash requirement for “‘over and above money”’ necessary, 
and as we have seen that figure varies considerably depending upon 
the percentage allowed for profit margin. 

In prescribing the minimum “‘over and above money” the FHA has 
had to face the problem that most sponsors are unwilling or unable 
to make the “over and above money” investment required in the form 
of common stock, all of which would be locked up in the form of long- 
term investment and which under the FHA charter provisions for 
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rental housing corporations cannot be redeemed so long as the FHA 
insurance is in force. Most sponsors apparently are willing to provide 
a certain percentage of the “over and above money” requirement in 
the form of long-term common-stock investment but not the full 
amount. Recognizing this, FHA permitted a redeemable stock ar- 
rangement which could be used by the builder to cover the remaining 
“over and above” investment money required. Thus, for supplying 
the “over and above’? money required the builder-sponsor could 
receive redeemable stock from the corporation which would permit 
him to withdraw that money out of the operating earnings of the 
project in a reasonable period of time, and, provided certain conditions 
are complied with, could possibly withdraw his investment via the 
redeemable stock method without subjecting it to Federal income tax. 
However, the question whether such a withdrawal will be regarded as 
income rather than recovery of capital, and thus subject to tax, is 
apparently a complicated one, and many sponsors may have a real 
concern what Internal Revenue’s ruling will be. 

In part because of the tax problem, builder-sponsors argued as an 
alternative to the redeemable stock arrangements that FHA permit a 
sizable percentage of the “over and above money” to be supplied by 
a loan to the corporation by its sponsors which would contemplate 
a repayment over a relatively short term of years, and which would 
permit treating the money repaid on the note as capital recovery and 
not income subject to personal income tax. 

After considerable deliberation within the agency, the FHA 
apparently recognized that further liberalization was necessary and 
in the fall of 1955 revised its policy to permit as much as 70 percent 
of the equity in a project including working capital to be supplied in 
the form of a nonnegotiable note. Here again is an instance where 
FHA rules had to be relaxed in recognition of the cold economic 
facts of the problem of rental housing investment. The subcommittee 
gained the impression in its hearings that this FHA liberalization will 
help considerably to attract prospective sponsors into the section 220 
urban renewal program. 

Maximum loan maturity —Under the statute the maximum maturity 
for section 220 mortgages is at the discretion of the FHA Commis- 
sioner. Exercising that discretion, the FHA has so far limited the 
maximum maturity for section 220 projects to 39 years and 5 months. 
That was the maturity permitted for the first section 220 commitment 
issued for the North Harlem project in New York City in late Septem- 
ber 1955, and at this writing is apparently the maximum maturity still 
contemplated under present FHA policy. 

The subcommittee has heard proposals that the FHA permit longer 
maturities for section 220 projects. By permitting longer maturities, 
say up to 50 years, the rent levels of the project could, of course, be 
reduced substantially. It was argued that a 50-year maturity was 
not unrealistic for high-rise fireproof buildings, built according to 
FHA minimum standards. It was argued further in view of the 
multiple safeguards employed by FHA, including the required re- 
placement fund reserves and the stringent location and property 
requirements, that the mortgage terms could be safely increased to 
50 years. 

The subcommittee recognizes that this is not an easy problem from 
the point of view of the Federal Housing Administration. The per- 
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missibility of too long a maturity might restrict principal repayments 
in the earlier year to too low a level with a consequent possible threat 
to the solvency of the project. The subcommittee hesitates therefore 
to recommend unequivocally that FHA permit a maturity in excess 
of 39 years and 5 months, but it strongly urges the FHA to restudy 
the problem carefully. Clearly if a longer maturity can be defended 
as being within the bounds of reasonable safety, such a change would 
be eminently desirable. The subcommittee believes that anything 
that can prudently be done to reduce section 220 rent levels should be 
done without delay since it has found that these rent levels are already 
far too high for many families. 

Amortization plan.—Another factor which has a direct bearing on 
the rent levels to be charged in section 220 projects is the amortization 
plan prescribed. Under FHA policy the method of amortization 
prescribed is called “accelerating curtail declining annuity.’”’ Under 
this plan principal repayments rise with each succeeding monthly 
payment fractionally lace than the preceding monthly principal 
payment; however, since interest payments decline progressively, the 
total debt service gradually declines. 

The subcommittee has heard recommendations that the FHA revise 
its policy to permit a “level annuity”’ amortization plan. Under this 
plan as the name implies, the monthly amortization payments (prin- 
cipal plus interest) are equal over the life of the loan, but such a plan 
allows smaller payments to principal in the earlier years of the loan 
than are permitted by the ‘“‘accelerating curtail’? method now pre- 
scribed under present FHA policy. The subcommittee was informed 
that the use of a 40-year level annuity mortgage would result in a 16 
percent reduction in the initial annual debt service on which project 
rent ceilings are based. It was estimated that in some cases this would 
permit a reduction of $10 in the monthly rent per apartment. It was 
also pointed out to the subcommittee that the 40-year level annuity 
mortgage has been accepted by FHA for a number of years for section 
213 cooperative housing projects. 

The subcommittee does not feel qualified to take a definite stand on 
what is clearly a complex actuarial problem. However, as in the case 
of the maximum maturity problem, the subcommittee recommends 
that the FHA review its policy to make doubly certain that its present 
policy on the amortization question is in fact the correct policy. It 
should make doubly certain that its stand against the level annuity 
mortgage plan is reasonable rather than arbitrary and capricious. 
The subcommittee wishes to state on both of these problems—the 
maturity problem and the amortization problem—that any reasonable 
margin of doubt should be resolved in favor of the solution which will 
stimulate much-needed sponsor participation and which will enable 
the rents charged for section 220 projects to be reduced to levels which 
larger groups of families can afford to pay. 

Cost certification.—It will be recalled that as a result of the 608 inves- 
tigations, Congress wrote into the law the cost-certification require- 
ment. Under cost certification the builder must certify as to actual 
cost and where applicable, the mortgage must be reduced so as not to 
exceed the approved percentage of actual cost, i. e., 90 percent in the 
case of 220 projects. The purpose of course was to prevent ‘‘mort- 
gaging out’’ and the possibility of windfall profits which could accrue 
to = This is a laudable objective with which no one can 
quarrel, 
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Indeed the very fact that cost certification has been written into 
the law supplies a built-in regulator which automatically acts to pre- 
vent any basic abuse even if FHA should adopt a more liberal policy 
on such things as permissible profit allowance. 

But however laudable the objective of cost certification, the reality 
must be faced that its very existence acts as a deterrent upon the 
participation of many established and experienced builders. These 
builders apparently have a deep-seated fear that their costs, no matter 
how legitimate, could well be called into question in future years. 
They all have different operating methods and many of them would 
incur costs which they would regard as essential to expedite completion 
of the structure, but which might easily be challenged by a hostile 
reviewer. 

To allay these fears the subcommittee has heard a proposal that 
some sort of cutoff date or limitation be established, before which 
date FHA would have sufficient time to review the cost certification, 
but after which date the certification would be incontestable and not 
subject to further review. Since such a proposal would continue 
caliente the basic cost certification requirement and might at the 
same time attract efficient builders who will not now enter the sec- 
tion 220 program because of the fear of the possibility of future re- 
prisal, the subcommittee recommends that the Banking and Currency 
Committee consider the possibility of amending the language of sec- 
tion 227 to include a provision which would limit FHA’s postaudit of 
certified costs to a restricted period and which would bestow im- 
munity to the review of such costs after the review period has expired. 

There is another aspect of cost certification which the subcommittee 
believes deserves attention. Under present law the permissible 
marae must be reduced to the approved percentage whenever 
actual construction cost falls below the original estimate of replace- 
ment costs upon which FHA predicated its commitment. In practice 
this means that the more efficient a builder is, the smaller the amount 
of the mortgage which he can obtain. Assume for example, two 
identical projects on which FHA issues a commitment for $900,000 
based on a $1 million estimate of replacement costs. Builder A, be- 
cause of superior know-how and ingenuity may be able to build for a 
certified cost of only $900,000. In this case FHA must arbitrarily 
reduce his mortgage to $810,000 because section 227 provides that no 
mortgage may be “in excess of such approved percentage of actual 
cost.”” Assume that builder B on the other hand completes the 

roject at a certified cost of $1 million, the figure originally estimated 
y FHA. His mortgage commitment would remain undisturbed in 
the original amount of $900,000. 

The suggestion has been made to the subcommittee that it might be 
more logical to modify section 227 to provide following cost certifi- 
cation, “that the actual cost equaled or exceeded the proceeds of 
the mortgage loans or the amount by which the mortgage loan ex- 
ceeded the actual cost be paid forthwith to the mortgagee for applica- 
tion to the reduction of the principal obligation of such mortgage.” 
If such language were adopted the mortgagee could still not exceed 
the project cost, the possibility of windfalls would still presumably 
be excluded, but the efficient builder in many cases could obtain a 
mortgage to cover virtually all if not all of his construction costs. 
In view of the limited study which the subcommittee has been able 
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to give this proposal, we do not give it unqualified endorsement, but 
do recommend it to the Banking and Currency Committee as a pro- 
posal which would seem to have considerable merit as a device for 
attracting the participation in the section 220 program of the more 
efficient and experienced builders. 

The rehabilitation aspect of section 220.—Most of the testimony 
heard by the subcommittee related to the proposed construction of 
multifamily projects on cleared land in urban-renewal areas. The 
subcommittee is, of course, keenly aware that the successful achieve- 
ment of a broad-scale urban-renewal program contemplates as well 
an energetic program to arrest deteriorating neighborhoods by 
encouraging the renewal and rehabilitation of improvable dwellings 
which are structually sound. There was, to be sure, some excellent 
testimony on this phase of urban renewal. The subcommittee learned 
that there are some difficult problems which seem to be impeding an 
effective renovation and rehabilitation program under section 220. 
For example, it heard criticism to the effect that FHA’s property 
and neighborhood standards are overly restrictive and unrealistic as 
they apply to existing housing. It also heard testimony stressing the 
problem of obtaining adequate financing which faces homeowners in 
the rehabilitation or major repair of their homes. 

But the subcommittee believes that it has not covered this subject 
sufficiently. It has no intention of slighting or minimizing the im- 
portance of the rehabilitation aspect of the urban-renewal program, 
and has definite plans to continue its studies of the problems in this 
area and to hold a hearing in an additional city or cities in which 
major emphasis is being placed upon renovation and rehabilitation. 
The subcommittee is already convinced that the existing machinery 
for the financing of major home repairs and rehabilitation is deficient. 
The financing available under FHA’s title I home improvement 
program, as now constituted, may be generally adequate for smaller 
repair and improvement jobs but for major renovation or rehabilita- 
tion it can hardly supply the answer in view of its limitations on loan 
size, on the maximum permissible maturity, and on the high interest 
costs which must be borne by the homeowner. Until this financing 
gap is bridged, it will remain as a major stumbling block to effective 
code enforcement programs designed to prevent entire neighborhoods 
from becoming blighted by encouraging or forcing homeowners to 
improve their properties to the desired level. The subcommittee 
plans to give high priority in the next session to a search for the solu- 
tion to this problem. 


4, RELOCATION HOUSING UNDER FHA’S SECTION 221 


When the Housing Act of 1954 was being considered, it was gen- 
erally recognized by experts that the insured rental housing to be 
provided under FHA’s section 220 in urban-renewal areas would 
carry rents higher than most of the displaced families could pay. 

To combat this problem, another new program—section 221—-was 
proposed. By providing FHA insurance on liberal terms for low-cost 
sales and rental housing in locations outside of the urban-renewel 
areas, it was hoped to provide a housing solution for many of these 
lower-income families. The idea seemed to be that section 221 could 
provide perhaps a partial alternative to public housing, at least for 
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those families whose incomes were not far above the top rung of 
public housing income ceilings. 

Section 221 housing can only be insured if the community requests 
such aid and if the Housing and Home Finance Agency certifies a 
need for a prescribed number of units of such housing to relocate 
displaced families and families generally living in urban-renewal areas. 

Section 221 permits loans up to 95 percent of value and a loan 
maturity up to 30 years. Because its objective was to provide hous- 
ing for lower-income families the maximum loan was limited to $7,600 
($8,600 in high-cost areas) per family unit. 

The subcommittee found that despite its laudable objectives, 
section 221 is virtually moribund. It is true that in the latter part 
of 1955, the Housing and Home Finance Agency did make certifica- 
tions for some section 221 housing in a number of communities. How- 
ever, the blunt fact remains that since the enactment of the section, 
nearly 18 months ago, not a single application for section 221 housing 
has been received by the FHA. The subcommittee failed to discern 
any real interest on the part of prospective builder-sponsors and 
because of this lack of interest, the certifications by the Housing and 
Home Finance Agency so far made are in large measure academic, 
except possibly insofar as urban-renewal families are able to find 
financing under section 221 to purchase existing homes. 

There are to be sure some unique advantages provided for section 
221 housing, and although their influence has apparently been wasted 
in view of the major drawbacks of section 221, which are discussed 
below, it may be well to cite them as a matter of general interest: 

(1) After 20 years mortgagees may assign the loan, if not in default, 
to FHA in return for 10-year debentures. 

(2) 221 offers an advantage to urban-renewal families who can find a 
low-priced existing home to buy. They can do so with only a 5 
percent down payment as against the minimum 10 percent ‘down 
required for existing homes under section 203. 

(3) Under the statute 221 housing standards can be more lenient 
since they are not subject to the “economically sound” criterion of the 
203 program. 

(4) Under section 203 the builder’s commitment is limited to 85 
percent of the loan available to an owner-occupant. In the lower 
price ranges this works out really to about 80.8 percent, or 85 percent 
of the 95 percent of value which an owner-occupant can obtain. 
Under section 221 the builder’s commitment can be for 85 percent 
of FHA’s full valuation, thus giving the builder a larger loan if he 
fails to find a buyer. 

(5) Section 221 loans are eligible for the special assistance program 
of the Federal National Mortgage Association, which means that 
advance commitments can be obtained thus assuring the builder and 
construction lender of “‘takeout”’ financing. 

All of these advantages, particularly the availability of advance 
commitments under FNMA’s special assistance program, are sub- 
stantial. However, even in combination they apparently have failed 
to overcome the basic obstacles facing the 221 program. In the sub- 
committee’s opinion the three main rosdblocks which singly and in 
concert are stymying section 221 are the qvestions of (a) minimum 
equity requirements, (6) the maximim loan ceiling, and (c) permissible 
loan maturity. The removal of these roadblocks will require legis- 
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lative action and the following analysis contains the recommended 
legislative changes, which, if enacted, the subcommittee believes will 
revamp and revitalize the section 221 program so that it can play its 
proper role in the urban renewal program.® 

(a) Minimum equity requirements.—When section 221 was first 
proposed as a vehicle for providing low-cost housing for displaced 
families, the impetus was to be supplied by permitting 100 percent 
loans with the borrower paying only closing costs in cash. This pro- 
posal was defeated, however, and the maximum loan limited to 95 
percent of value. Unfortunately, there are no statistics available to 
give any reliable indication of the liquid asset holdings of families 
living in urban-renewal areas. However, on a priori grounds one 
would not expect that families living in urban-renewal areas would 
have very sizable cash savings. 

The subcommittee recognizes that many people oppose no down- 
payment financing in principle, although in this connection propo- 
nents of this view often ignore the important role played by no down- 
payment financing in the GI loan program, a program which has been 
a bulwark in our Nation’s economy and which has enabled about a 
million and a half veterans to buy homes with no downpayment. 
The gratifying low default rate on GI loans does not seem to give 
much ammunition to those who attack no downpayment financing 
on principle. 

In any case the subcommittee believes that the paramount nature 
of the challenge of urban renewal and slum clearance dictates the 
need for a more liberal approach. The subcommittee believes that 
such an approach must recognize the low income status of many 
families living in urban renewal areas, and believes that every effort 
should be made to liberalize the financing available to them so that 
their hope of home ownership can be translated into reality. 

Section 221 as now written calls for a minimum downpayment of 
5 percent plus closing costs in cash. On a home priced at $8,000 
this would require a family to make total cash payment in connection 
with the home purchase of from approximately $600 to $700 depend- 
ing upon the amount needed to pay closing costs, an amount which 

varies considerably by geographic area. The subcommittee submits 
that while such a cash payment might not prove burdensome to many 
American families, it would in fact constitute a real barrier to many 
of the families now living in urban renewal areas. The subcommittee 
therefore recommends that the Banking and Currency Committee 
give serious consideration to an amendment to section 221 which 
would enable an urban-renewal family to obtain a loan for the full 
amount of the purchase price, in other words with no equity payment. 
Recognizing that some cash payment is generally considered desirable, 
it will be noted that the subcommittee is not recommending legisla- 
tion which would permit closing costs to be included in the loan, a 
practice permitted by the “no-no down payment loans’’ which have 
had some prevalence in the GI loan program. Accordingly, a family 
buying a relocation house would still have to pay closing costs in 
cash, which in most areas would require a cash payment of from $200 
to $300 for homes in the price ranges contemplated under section 221. 


3 One important deterrent to bvilder participaticn was removed in the housing amendments of 1955 
enacted Angust 11, 1955. Under a change in that law e°st certification for single family was eliminated for 
single family houses under sec. 221, thereby putting such houses on a parity with sec. 203 insurance which 
does not require cost certification. 
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(b) Mazimum loan ceiling —The subcommittee heard considerable 
testimony urging that an increase be permitted in the permissible loan 
maximum under section 221. It was argued in terms of today’s high 
level of construction costs that the $7,600 per unit maximum ($8,600 
in high cost areas) is unrealistic and unworkable in some metropolitan 
centers. Taking cognizance of this testimony, the subcommittee 
recommends to the Banking and Currency Committee that legislation 
be drafted giving discretion to the FHA Commissioner to raise the 
maximum loan under section 221 by an additional $1,000 to $8,600 
($9,600 in high cost areas). The subcommittee is reluctant to recom- 
mend an increase of greater magnitude since it believes that the 
primary objective of section 221 of providing homes for lower income 
families must always be kept in view. Even with such an increase, 
however, the subcommittee recognizes that the 221 program may well 
have a limited usefulness in the largest metropolitan centers with 
their higher construction costs. 

In addition to increasing the maximum loan ceiling by $1,000, the 
subcommittee believes there may be merit in another proposal to 
substitute ‘replacement cost’ for ‘‘value’’ as the governing appraisal 
standard. We have heard considerable testimony arguing that 
FHA’s appraisal policy is heavily oriented toward its main insurance 
program under section 203, and that whenever it considers appraisal 
policy in connection with such programs as section 213 cooperative 
housing or section 220 urban-renewal housing, an overly conservative 
approach is followed. 

However, because of the possible abuses which could arise if such a 
proposal were adopted, the subcommittee wishes to devote further 
study to the proposal before making a concrete recommendation. 

(c) Permissible loan maturity —Under present law the maximum 
maturity for a multifamily rental housing project under section 221 
is fixed at 30 years, which seems anomalous when contrasted with 
the longer terms permitted for sections 207 and 220 housing. Ap- 
parently this anomaly arose because section 221 as originally proposed 
would have provided for a 40-year maturity for both single family 
sales housing and for rental housing projects. When it was decided 
to reduce the term for single-family housing to 30 years, the reduced 
term was made applicable, apparently through inadvertence, to 
multifamily housing rental projects as well. Whether any nonprofit 
sponsors will be attracted to rental housing construction under 
section 221 is a moot point, but in any case it would seem equitable 
and desirable to amend the maximum term so as to permit the same 
maturities allowed for other FHA-insured multifamily rental housing 
projects, and the subcommittee so recommends to the Banking and 
Currency Committee. 

A more basic policy question concerns the 30-year maturity maxi- 
mum for single family sales housing. Since an indeterminate but 
sizable number of relocation families fall in the low-income brackets, 
anything reasonable that can be done to reduce the monthly costs 
of homeownership for such families would seem desirable. When 
section 221 was first proposed in 1954, a 40-year maximum maturity 
was contemplated. The permissibility of an additional 10 years in 
the loan term would effect a substantial reduction in the monthly 
amortization payment. The principal and interest on a loan at 
4% percent interest in the amount of $8,000 amounts to $40.56 per 
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month on a 30-year basis as against $36 on a 40-year basis. Such a 
reduction in monthly housing costs might well be crucial to many 
low-income families living in urban renewal areas. 

The subcommittee is aware, of course, that the 40-year maturity was 
defeated in the deliberations which led to the Housing Act of 1954. 
The subcommittee realizes also that any lengthening of the loan matu- 
rity should be done most cautiously because obviously the permissible 
maturity cannot be stretched indefinitely without reaching a point 
where homeownership would become virtual tenancy in fact. At the 
same time, reaffirming the conviction that the need for an effective 
urban-renewal program is paramount, the subcommittee believes that 
a bolder and more experimental approach seems justified, and there- 
fore recommends to the Banking and Currency Committee that atten- 
tion be given to permitting a longer maturity for proposed single- 
family housing under section 221. 

However, in recommending such a change the subcommittee be- 
lieves that a longer maturity should not be permitted on an ‘across 
the board” basis. Accordingly, we would recommend that the FHA 

Yommissioner be authorized on a discretionary basis to permit a 
maturity up to a maximum of 40 years. Under this proposal the 
FHA Commissioner would prescribe a shorter maturity for those 
families whose incomes are high enough to meet the larger monthly 
payments required by shorter maturity, but at the same time could 
permit a longer maturity up to 40 years where necessary to permit low- 
income families to start on the road to homeownership.‘ 

“Fannie May’ assistance to section 221.—Relocation housing 
mortgages insured under section 221 are eligible for advance commit- 
ments under the special assistance mortgage program of the Federal 
National Mortgage Association While the general subject of the 
adequacy of FNMA’s operation will be the subject of a later hearing, 
the subcommittee desires to comment in this report on a vont 
point, namely, FNMA/’s policy with respect to the price paid for 
section 221 mortgages Despite the fact that the Congress intended 
preferred treatment for mortgages in the special assistance category, 
FNMA officials have determined that FNMA will pay only 98 cents 
on the dollar for special assistance mortgages, including section 221 
mortgages In addition to this 2-percent discount, FNMA requires a 
1-percent commitment fee and a one-half of 1-percent purchase fee 
when the mortgage is delivered. In effect this requires the builder, 
and ultimately, the home buyer to pay 3% points to FNMA for its 
financing support. 

The subcommittee finds FNMA policy in this matter indefensible. 
It cannot take time to describe the pros and cons of the subject in 
this report, but urges strongly upon FNMA officials a revised policy 
which would eliminate, or at least narrow, the discount imposed upon 
special assistance mortgages. 


5. OTHER SLUM-CLEARANCE AND URBAN-RENEWAL TOPICS 
Federa) grants under title I.—Several witnesses recommended to 


the subcommittee that title I be amended to reduce the local share of 
the cost of slum-clearance projects from the present one-third to some 


4 A similar discretionary authority to permit higher maturities was exercised with apparent success by the 
Veterans’ Administration to give veterans a form of preference under the mortgage credit controls imposed 
during the Korean war. 
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lower percentage, perhaps 20 percent. They cited the growing 
revenue problem facing cities stemming from higher costs on the one 
hand and a difficult tax problem accentuated by Federal and State 
competition for the tax dollar on the other. The subcommittee is 
sympathetic with this problem and intends to give it further attention 
during the forthcoming year. 

The subcommittee heard considerable testimony strongly recom- 
mending that the Congress make a substantial increase in the authori- 
zations for loans and grants under the title I program. The subcom- 
mittee endorses this wholeheartedly and therefore recommends to the 
Banking and Currency Committee that present authorizations should 
be increased from $1 billion to $2 billion for both loans and grants. 

Another recommendation made to the subcommittee was a change 
in the law which would limit the cost of any one slum clearance 
job to $2% million. As we understand it, the main purpose of such 
limitation would be to force municipalities to give an increased em- 
phasis to neighborhood conservation and rehabilitation since the funds 
available for demolition would be limited. The subcommittee shares 
the view that an energetic program to stimulate neighborhood con- 
servation and rehabilitation should be an integral part of the overall 
attack on the urban renewal problem. But it also recognizes that 
many of our large cities have large areas of hopelessly deterioriated 
slums, the removal of which can only be accomplished by major 
surgery involving large-scale demolition of slum structures. The 
subcommittee cannot subscribe to any limiting figure on total project 
cost which would make it impossible for this ‘much-needed major 
surgery to proceed. 

Need for more local autonomy and less redtape.—The subcommittee 
heard considerable criticism directed at the welter of redtape involved 
in the Federal administration of the urban redevelopment and renewal 
programs, and the FHA urban renewal insurance programs. The 
subcommittee does not believe it necessary to cite specific examples 
since we believe the record speaks for itself. The subcommittee 
recognizes that orderly procedures and safeguards are essential. 
But it is greatly concerned over the weight of testimony to the effect 
that Washington personnel have attempted to exercise bureaucratic 
controls over Eset operations to an excessive degree. For example, 
the Urban Renewal Administration’s overseeing of title I was de- 
scribed to the subcommittee as a striving ‘for a degree of supervision 
apparently not practicable in view of the staff available to do the 
job.” The subcommittee also had first-hand knowledge of the 
frustrating delays experienced in FHA’s section 220 program because 
of the constant need for Washington clearance on practically every 
problem of substance which arose. In short, the subcommittee gained 
the strong impression that the Washington agencies have leaned too 
far in attempting to spell out the minute specifics for each locality, 
rather than more properly confining their role to overall program 
objectives and guidelines. The subcommittee strongly urges there- 
fore that the responsible Federal officials expose themselves and their 
procedures to a rigorous self-analysis. Procedures and organizational 
structure must be streamlined. More autonomy must be given to 
field officials. Duplication, overlapping of functions, and bureau- 
cratic jealousies must be eliminated. The vast magnitude and 
momentous challenge of the urban-renewal and slum-clearance 
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program must be met and any sabotage or hampering of that program, 
willful or negligent, by administering officials will not be tolerated 
by the Congress. 

Liberalized rules should apply to all.—Just prior to the publication 
of this report, the subcommittee learned that the FHA has made 
several liberalizing changes to facilitate individual cases in process 
under sections 220 and 213. Unfortunately, however, these evidences 
of a liberalized policy have been confined to the individual project on 
an ad hoc basis. Such a practice if continued could develop favorit- 
ism. The subcommittee hopes that this word of warning will cause 
the administering officials to desist from this practice and to dis- 
seminate policy changes to all by regulatory amendment, or, where 
appropriate, by a general field letter to all mortgagees and others 
interested in the program. 

Program continuity a program must.—The subcommittee was 
impressed by testimony describing the problem which besets local 
planning officials because their attempts to plan urban renewal 
activities rationally are complicated by their inability to count upon a 
long-range low-rent housing program. The “stop and go” charac- 
teristic of public housing lecislation, if continued in future legislation, 
will for example make it extremely difficult for local public agencies 
to plan accurately on the number of low-rent units which will be 
available for families displaced by urban-renewal activities who cannot 
afford decent and minimum standard private accommodations. The 
subcommittee is not attempting here to recommend the optimum 
number of public housing units to be authorized per year. But it does 
subscribe to the view, and recommends to the Banking and Currency 
Committee that every consideration be given to achieving the maxi- 
mum degree of continuity to whatever low-rent housing program may 
be authorized. 

Urban renewal requires a concerted effort.—In concluding this section 
of its report, the subcommittee wishes to underscore its conviction that 
the slum-clearance and urban-renewal problem, perhaps more than 
any other, requires above all a concerted, coordinated, and multi- 
faceted approach. Its studies and hearings constantly pointed up 
this need. No one element—private enterprise, local government, 
or the Federal Government—can do the job alone. It is too big a job. 
It requires a bold and unremitting program which will pool the 
resources and skills of all concerned. Only by acting in concert and 
by pursuing a positive ‘can do” approach, can all elements involved— 
private enterprise, local government, and Federal Government—make 
an effective attack on this great national problem. 














if. SPECIAL HOUSING PROBLEMS 
1. HOUSING FOR ELDERLY CITIZENS 


Although housing for the aged was not among the three subjects 
initially selected for study, the subcommittee did hear considerable 
testimony stressing the need for such housing. This testimony 
served to strengthen the subcommittee’s conviction that gov ernmental 
action in this sphere is long overdue. The subcommittee believes 
firmly that the case for Government support to the aged has been 
profusely and convincingly demonstrated, and believes that such 
support should be provided without further delay. It may be recalled 
that the subcommittee was specifically requested to study this field 
in view of congressional action on such a program in 1955. While 
both House and Senate Banking and Currency Committees approved 
a provision for providing public housing units for the elderly, as part 
of the proposed housing amendments of 1955, the program was 
eliminated in conference. 

There is statistical evidence galore to emphasize the problem 
resulting from the disparity between the cost of housing and the 
ability of many older people to pay for it. For this reason the problem 
cannot be solved in our judgment without some form of Government 
subsidy. 

Testimony by experts in the problems of the aged strongly support 
the view that the quickest and most certain way to provide such # 
program is under the low-rent public housing program by redefining 
the definition of “family” to include single persons past 65 years of 
age, and by authorizing additional public housing units for the 
purpose. Such a prince iple was adopted by the two congressional 
committees when the 1955 legislation was being considered. 

Because of the increasing life span, the numbers of our senior cit- 
izens are constantly increasing. It is indeed an inconsistent philosophy 
which on the one hand acclaims the medical, social, and economic 
advances which have contributed to increasing longevity and at the 
same time callously disregards the concomitant problems which many 
older persons will inevitably face. 

Sociologists familiar with problems of the aged have made it abun- 
dantly clear that this bracket of our population does not want to be 

‘“Gnstitutionalized” but would perfer to live in independent quarters 
as long as possible. The subcommittee is throughly convinced from 
the record that some public housing is necessary to provide adequate 
dwellings for elderly citizens who fall at the bottom of the income 
scale. Accordingly, it urges the Banking and Currency Committee 
to give high priority to the necessar y enabling legislation. 

There is a substantial variance in opinion as to the namber of public 
housing units which should be authorized. ‘The subcommittee recom- 
mends 10,000 units as the minimum number to be authorized during 
the first year’s operation. The experience of the first year’s operation 
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should furnish a basis for determining the desirable annual volume 
for subsequent years. 

The subcommittee is of course keenly desirous of stimulating the 
maximum interest possible in housing for the aged on the part of 
private sponsoring groups. It has heard one proposal which would 
authorize a new FHA insurance program designed to provide high- 
ratio, long-term financing for housing projects for the elderly. The 
idea would be to attract eleemosynary institutions as the sponsoring 
mortgagors. The plan contemplates FHA looking to the institution 
rather than the elderly tenants as the sponsor, with the difference 
between the economic rent and what the tenants could pay to be 
supplied by the sponsoring organization from its general funds. 

Frankly, the subcommittee doubts whether such a program would 
really work. In the first place there is serious doubt as to the financial 
ability of potential sponsors, such as union, church, civic, and fraternal 
groups to undertake such a program. In the second place, if past 
experience is any guide, one could hardly expect enthusiastic and 
vigorous support from the Federal Housing Administration, which 
has been notably indifferent to implementing new programs, especially 
when they are of a novel and untried character. 

Instead of advocating a proposal of this kind—which the subcom- 
mittee believes would in practical effect be merely ‘‘window dress- 
ing”’—we have heard an alternative proposal, calling for a combina- 
tion of private enterprise and public assistance, which offers vastly 
more promise in our judgement in terms of an effective program. This 
proposal would call for the establishment within the Housing and 
Home Finance Agency of a loan program for housing for the elderly 
along the lines of the present program for college housing loans. 
Such a program would provide long-term loans at a low interest rate 
to nonprofit corporations interested in supplying housing to elderly 
citizens. It would contemplate a financing arrangement and an 
interest-rate structure which would keep interest costs to the sponsor- 
ing corporation at a low level and yet would provide for a debenture 
rate sufficiently attractive to induce private investors to supply at 
least part of the needed funds. By providing financing at liberal 
terms and at a low cost, which would greatly lower the annual debt 
service, such a plan w ould go far toward ‘offsetting the economic 
burden which the corporation in many cases would have to face in 
meeting the difference between economic rentals and rentals which 
elderly tenants could pay. The subcommittee is impressed with the 
merits of such a program and recommends it to the attention of the 
full committee. We plan to give it more intensive study so that we 
can make more detailed recommendations on the mechanics of the 
new program in the very near future. We wish to emphasize, however, 
that the inauguration of such a program should in no way be advocated 
as an alternative to a low-rent public-housing program, which we 
believe vital in any effective housing program for elderly citizens. 

The subcommittee does not wish to imply that the implementation 
of these two recommendations will necessarily solve all of the housing 
problems facing elderly citizens. During 1956 the subcommittee will 
focus further attention, through staff studies and hearings, on the basic 
problem in the hope that additional means other than the above can 
be discovered to provide the necessary housing for this segment of 
our population whose housing needs have too long been neglected. 
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2. HOUSING FOR MINORITY GROUPS 


Like housing for the aged the subject of housing for minority groups 
was not included in the topics initially selected for study by the sub- 
committee. However, because the hearings were held in the four 
largest cities in the United States, it was inevitable that the subcom- 
mittee’s attention was focused upon the very grave housing problems 
facing aceey genre in those large metropolitan centers. The sub- 
committee heard a large number of witnesses who described convinc- 
ingly and in detail the very serious housing problems facing minority 
groups. We could in this report go on for pages discussing the 
many aspects of the problem, but because most of the problems are 
well known, because the subcommittee has necessarily had to confine 
its main attention in this intial report to the three complex and tech- 
nical subjects originally selected for study, this section will summarize 
briefly the main problems found and will also discuss several possible 
avenues of solution. 

The subcommittee heard testimony indicating that part of the prob- 
lem stems from the relatively low incomes earned by many members of 
minority groups. This income disparity accentuates the ability of 
many minority group members to afford decent housing at prices or 
rents which they can pay. 

But of course, only part of the problem can be explained by the 
income factor. The difficulty of acquiring land for minority group 
housing was brought forcefully to the subcommittee’s attention. 
Considerable emphasis was given by witnesses to the difficulty such 
groups encounter in attempting to obtain mortgage financing except 
at a prohibitive cost and on prohibitive terms. ‘The diffic ulty of 
finding sellers willing to sell to minority group purchasers was also 
well documented. As previously discussed in the section dealing 
with the family relocation problem arising from urban-renewal activi- 
ties, it was emphasized to the subcommittee that the relocation prob- 
lem is greatly complicated by the fact that a high percentage of the 
displaced families are members of minority groups. 

None of these problems is of course new. Everyone interested in 
the housing problem generally has known of them for a long time. 
It is hoped that during the 2d session of the 84th Congress the sub- 
committee can devote additional study to the problem with a view 
toward formulating concrete constructive proposals. 

The subcommittee is also hopeful meanwhile that some relief to the 
financing problem at least may be supplied by the fledgling voluntary 
home mortgage credit program. After a slow start this program has 
gained momentum, and appears to afford hope for a wider distribution 
of mortgage funds into small towns and communities and to members 
of minority groups regardless of where they reside. Through the 
end of November 1955 about 9,000 VA- and FHA-insured loans had 
been placed under VHMCP and about 1,000 or 11 percent were loans 
to members of minority groups. 

The subcommittee has, however, several reservations on the 
VHMCP program. In the first place there is some question whether 
VHMCP statistics adequately reflect the basic demand for minority 
housing loans and for remote area loans, and whether adequate 
publicity has been spread widely enough among potential beneficiaries 
of the program. In the second place the td neared was some- 
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what disturbed to learn that a very large proportion of VHMCP 
loans has been supplied by 2 or 3 individual lending institutions. 
The active participation of these institutions is indeed commendable 
but at the same time the subcommittee is concerned over the luke- 
warm participation on the part of lenders generally which this undue 
concentration seems to imply. A much broader participation base 
would clearly make for a healthier, more solid program. In any 
case the subcommittee plans to devote further study to VHMCP 
during 1956 

The subcommittee has also given thought to a legislative program 
which, while not confined to members ‘of minority groups, would 
inevitably benefit such groups since it would be designed to stimulate 
large-scale construction of housing for lower income groups. The 
proposal would expand the concept of the section 221 FHA program 
to all families in the lower income groups without confining such 
financial aid to families living in urban-renewal areas. It would also 
contemplate liberalizing the financing terms of section 221 by reducing 
the minimum downpayment requirement and increasing the maximum 
permissible maturities, along the lines advocated by the subcommittee 
in the earlier section of this report which dealt with section 221 
financing. 

Such a proposal might well give considerable incentive to local 
initiative in supplying low-cost housing to lower income groups, 
including members of minority groups. The more liberal financing 
terms it should be noted would be limited to the lower priced homes 
which could be built under the loan maxima specified for section 221 
housing. Moreover, the difficulty of obtaining financing would be 
minimized since section 221 loans would be eligible for the special 
assistance program now conducted by the Federal National Mortgage 
Association. 

The subcommittee is impressed with the potential promise such a 
program would offer in helping to improve the housing conditions of 
all lower income families, and recommends the proposal for the full 
committee’s consideration. It is our intention, after further study 
and investigation, to make more detailed and specific recommenda- 
tions. We wish to emphasize also that our further studies will not 
be limited to this single proposal, but will also search for other avenues 
of solution to this most difficult problem. 





IV. MISCELLANEOUS 
1. BUDGET PROBLEMS FACING THE HOUSING AGENCIES 


The subcommittee heard considerable testimony to the effect that 
a lack of adequate personnel in the various Federal agencies respon- 
sible for administering the urban renewal program was one of the 
principal causes of delay and difficulty. Lenders, builders, and local 
government officials informed the committee that the offices with 
which they are required to deal in many cases do not have the trained 
and experienced technical personnel in sufficient numbers to review 
and study applications promptly and render timely decisions. The 
subcommittee is concerned also that other important programs, e. g., 
the section 213 cooperative housing program, are unduly hampered 
by the lack of adequate personnel. 

The subcommittee recognizes that the urban renewal program is 
in many respects new and untried. It imposes new responsibilities 
on the executive agencies, such as the cooperative endeavor with the 
local communities in the development of the “workable program.”’ 
It requires a far higher degree of coordination among the various 
parts of the Housing and Home Finance Agency, especially, than 
was necessary heretofore. Even in connection with relatively fa- 
miliar and established techniques, such as mortgage insurance, the 
urban-renewal program introduces new concepts and criteria which 
must be administered with a high degree of understanding and 
flexibility if the statutory objectives are to be realized. All this 
requires staff with appropriate administrative and professiona! skills 
in the regional offices of the HHFA and in the field offices of its 
constituents. 

We in no way, however, wish to retract from our conclusion, spelled 
out in preceding sections of this report, that much of the delays and 
frustrations hampering the urban renewal program stemmed from 
timidity and vacillation on the part of administering officials. We 
believe the agencies are in need of more qualified personnel, but even 
if that hurdle is overcome, we cannot expect any real improvement 
until the general philosophy of timidity and inaction is overcome and 
until the stultifying mazes of bureaucratic procedures are simplified. 

After hearing the testimony referred to above, the subcommittee 
has ascertained that the budget requests for many of these agencies 
for the current fiscal year were substantially reduced, and that action 
on supplemental appropriations was deferred until the second session 
of this Congress. This is, of course, a matter primarily within the 
jurisdiction of the Committee on Appropriations, and your committee 
is interested in the matter only to the extent that evidence laid before 
it suggests that budget difficulties are among the causes of delay in 
the operation of these essential programs. 

The subcommittee, on the basis of its review of the situation up to 
date, is of the opinion that the housing agencies, in presenting their 
budget requests to the Congress, have not ‘emphasized sufficiently the 
novel and difficult features of the work required under the 1954 and 
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1955 Housing Acts, and the necessity of providing sufficient staff so 
that local programs may go forward with dispatch and decision. On 
the other hand, the subcommittee suggests that the Congress take 
more fully into account—in addition to its continuous effort to hold 
Federal expenditures at minimum levels—the difficulties, frustra- 
tions, and added costs which result to local public bodies and to private 
enterprise when decisions and action are not forthcoming from the 
responsible Federal agencies on a prompt basis. It was pointed out 
to the subcommittee in certain instances that individual local public 
agencies had technical staffs working on these projects which were 
larger than those of Federal offices with whom they were dealing who 
also had responsibility for an entire region or group of States. Your 
committee also offers the suggestion that the Committee on Appro- 
priations, in the light of this record, might want to take testimony 
from a sample of local governmental and private witnesses as to the 
time delays, extra costs and other local problems which can result 
from inadequate staffing in the regional offices of the HHFA and the 
PHA, and the insuring offices of the FHA. 

FHA budget fleribility.—A specific problem in this area which was 
especially called to the attention of the committee has to do with the 
ability of the FHA staff in the State or district insuring offices in the 
field to adjust to increases and decreases in workload—the so-called 
problem of “flexibility” in the FHA operating budget. 

Historically, it should be noted that during and after World War TI 
the FHA went through several years in which its budget was badly 
adjusted to actual operating conditions. This typically resulted from 
the fact that Congress allowed a certain amount of money for operat- 
ing expenditures in the field, based on assumptions which appeared 
valid at the time C ongress acted, However, subsequent legislation 
and changing economic conditions in many cases caused the new 
workload, i. e., applications received for mortgage insurance—to run 
far above the estimates in the budget. When this occurred, backlogs 
developed in the field offices and widespre ‘ad complaints of inadequate 
service were registered with the Congress. 

As a result of these conditions, Congress in Public Law 387 (SIst 
Cong.) authorized FHA to operate, at least with respect to processing 
actions in the field, on a “‘flexible’”’ budget, subject to the limitation 
that such expenses in any one fiscal year could not exceed 35 percent 
of the previous year’s fee and premium income. It is our under- 
standing that this flexible formula remained in effect for somewhat 
more than 1 year, and that during this time the FHA succeeded in 
eliminating the backlogs in its field offices and putting its processing 
operations on a current basis for the first time in several years. How- 

ver, during the fiscal year 1952 the Congress reimposed a specific 
dollar limitation on these expenses, and since then no flexibility on the 
basis of unforeseen workload developments has been permitted. 

The subcommittee notes that during the fiscal year just ended it 
became necessary for the Congress to act on supplemental appropria- 
tions for the FHA amounting to more than $5 million—or nearly 25 
percent of the amount originally approved for the fiscal year 1955. 
This was not due to any serious error in the original action of Congress, 
but rather to new legislation in the form of the Housing Act of 1954 
which brought forth a large volume of new demand for FHA insurance 
which had not been considered in the original budget at all. During 
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its current hearings, the subcommittee has repeatedly been advised by 
outside witnesses that the FHA still does not have enough flexibility 
to adjust its staff to current demands, and that this situation results 
in backlogs and often imposes hardships on lenders, builders, and 
others who are seeking to work out plans for vitally needed projects. 

The subcommittee holds no particular brief for the specific formula 
for flexibility now contained in Public Law 387, the operation of which 
has been effectively superseded by later appropriation action of the 
Congress. However, it seems clear that some recognition should be 
given to the fact that the FHA, unlike some Government agencies, 
cannot control its new business workload. It is the private lender, 
or the builder acting through and with a private lender, who applies 
for FHA approval of mortgage insurance, and pays a fee therefor. 
The FHA can hardly refuse to receive such applications, and the 
applicant is entitled, under the present concepts of the National Hous- 
ing Act, to a reasonably prompt review of an action on his case. The 
fact remains, however, that when legislative or economic conditions 
cause such applications to be made in unexpected volume, the FHA 
is unable to respond by adding staff so as to avoid excessive delays and 
backlogs. 

Again, because this is a matter that involves congressional author- 
ization to expend funds for a current fiscal year, it falls primarily 
within the province of the Committee on Appropriations; the interest 
of this subcommittee lies primarily in the successful execution of 
substantial programs. However, since some solution of this problem 
appears to be essential to the realization of the legislative intent, 
especially in the Housing Act of 1954 and the Housing Amendments 
of 1955, the subcommittee expresses the hope that a formula may be 
found—if not that now expressed in the law, then another—which 
will permit reasonable adjustments to be made in the FHA operating 
budget as current workload increases and decreases. In advancing 
this suggestion, the subcommittee wishes to make it emphatically 
clear that any flexibility arrangement should contain adequate 
safeguards to assure against unnecessary expenditure of public funds 
and to require high standards of efficiency and economy in FHA 
operations. 





2. FHA AND VA MINIMUM PROPERTY REQUIREMENTS 


Although this was not a subject selected for inquiry in the subcom- 
mittee’s initial hearings, several builder-witnesses made _ strong 
complaints about the operating problem which faces them when they 
are forced to deal with the conflicting requirements of two Government 
agencies, namely, the Veterans’ Administration and Federal Housing 
Administration, both of which are engaged in essentially similar 
program operations. It was pointed out that the duplication involved 
and the problem of wrestling with conflicting policies and requirements 
not only harassed and vexed a builder dealing with the two agencies, 
but inevitably added to his operating costs. The subcommittee 
recognizes that this is a broad subject and it does not at this time 
wish to make any recommendations on the general problem of duplica- 
tion of appraisals and inspections in the Gorancaint loan guaranteeing 
and insuring operations. It does, however, have a firm recommenda- 
tion to make with respect to one special phase of this general duplica-- 





SLUM CLEARANCE AND URBAN RENEWAL 33 


tion problem, and that is the question of minimum fproperty 
requirements. 

In order to obtain a certificate of reasonable value from the VA or a 
FHA commitment in the case of proposed construction, the builder 
must submit plans and specifications which must equal or exceed the 
minimum property requirements prescribed by the two agencies. In 
large measure these minimum property requirements are the same 
since at the time the VA first introduced minimum property require- 
ments, it adopted in general the then existing minimum property 
requirements prescribed in the different FHA insuring offices. 

But the FHA’s requirements were not adopted by VA in toto and 
moreover, considerable discretion is given to local officials to adopt 
different standards. In some areas the difference in minimum prop- 
erty requirements as between the two agencies is substantial and 
clearly make the builder’s operation more complicated and difficult. 
For example, in one area one agency will require anchor bolts, although 
the other agency does not. Similarly in another office one agency will 
permit precast lintels, whereas the other agency in the same area will 
require poured lintels. Additional examples could be cited. 

It is clear that the net effect of these differences in minimum 
property requirements has a tendency to confuse the builder and to 
raise his costs since he and his workmen must become familiar with 
two sets of requirements and very often the house must be built to 
the most expensive specification because the builder is not sure whether 
the permanent financing will be FHA-insured or VA-guaranteed. 

This problem of varying minimum property requirements is no 
new discovery on the part of the subcommittee. It has existed for 
years and has been a constant irritant to builders participating in the 
VA and FHA programs. 

The subcommittee believes that action to correct this problem should 
have been taken long ago. We are not endorsing one standard or the 
other but we believe there can be no excuse for different standards. 
Surely reasonable men, expert in the details of housing construction, 
should be able to agree upon one standard to be used as a minimum. 
Some progress to be sure has been made by the two agencies to achieve 
more uniformity. For example, the two agencies in 1955 finally 
adopted a uniform specifications form acceptable to each agency, a 
simplification long overdue. But the basic problem of differing 
standards persists. 

Jurisdiction over the GI loan program lies with the Committee on 
Veterans’ Affairs and it is hoped that that committee shares our view 
and will use its influence to persuade the VA officials to take the de- 
sired action in this field. The subcommittee strongly urges the FHA 
Commissioner to reexamine this whole problem and to cooperate to. 
the necessary extent with the Veterans’ Administration so that at 
long last this problem can be laid to rest by the adoption of identical 
standards in a given area by the two agencies. The achievement of 
this desirable goal should not require legislation. But if the agencies 
involved do not achieve the desired uniformity very soon, the sub- 
committee believes the necessary legislation should be drawn up to. 
make such an uniformity mandatory, and will so recommend to the. 
Banking and Currency Committee. 


C) 














